Chapters 1-3
Chapter 1
· Our inability to get everything we want is called scarcity
· An Incentive is a reward that encourages an action or a penalty that discourages one.
· Economics is the social science that studies the choices that individuals, businesses, governments and entire societies make as they cope with scarcity and the incentives that influence and reconcile those choices.
· Microeconomics is the study of the choices that individuals and businesses make, the way these choices interact in markets, and the influence of governments.
· Macroeconomics is the study of the performance of the national economy and the global economy.
· 2 big questions summarize the scope of economics
· How do choices end up determining what, how and for whom goods and services are produced
· Can the choices that people make in the pursuit of self interest also promote the broader social interest?
· Goods and services are the objects that people value and produce to satisfy human wants.
· Goods and services are produced by using productive resources that economists call factors of production
· Land
· Natural resources, like oil, water and minerals
· Earns rent
· Labour
· Human capital is the knowledge, skills and experience that people obtain from education and working. An increase in human capital elicits an increase in quality of labour
· Earns wage
· Capital
· The tools, instruments , machines , buildings and other constrictions that businesses use to produce goods and serives 
· Financial Capital is different from economical capital
· Earns interest
· Entrepreneurship
· The human resource that organizes labour, land and capital is called entrepreneurship
· Earns profit
The economics way of thinking
· A choice is a tradeoff
· When we make a choice we select from the available alternatives
· Making a rational choice
· A rational choice is one that compares costs and benefits and achieves the greatest benefit over  cost for the person making the choice
· Benefit is what you gain from something
· Cost is what you must give up
· Oppurtunity cost is the highest valued alternative that must be given up to get it
· The additional benefit gained from the increase of an activity is called the marginal benefit
· The opportunity cost of an increase of an activity is called the marginal cost
· Choices respond to incentives

Economics as a social science and policy tool
· Positive statement
· A positive statement is about what it is. 
· It asserts a fact that can be checked, and may or may not be wrong
· Economists strive to weed out the false positive statements

· Normative statement

· Is about what ought to be
· Doesn’t assert a fact that can be checked

Chapter 2
· The Production Possiblities Frontier  is the boundary between those combinations of goods and services that can be produced and those that cannot.
· This is illustrated by a graph.
· To illustrate we focus on two goods at a time and hold the quantities of all other goods anf services constant.
· Points within the frontier boundary are inefficient
· Points outside the boundary are unnatainable
· Points on the PPF help achieve production efficiency. (most goods produced for the lowest cost)
· Theres a tradeoff all along the PPF
· The opportunity cost of pizza increases as we move along the bow of the PPF. For example, it takes 5 million more cans of coke to produce 5 million pizzas, as opposed to 4million pizzas
· The PPF is bowed because resources are unequally productive in all activities
· ALLOCATIVE EFFICIENCY is a point on the PPF where goods and services are produced at the lowest cost and provide the overall greatest benefit
· The marginal cost of a good is the opportunity cost of producing one more unit of it. We can calculate this by looking at the slope of the PPF.
· Marginal Benefit is the additional pleasure one receives from the consumption of one more unit of an item.
· The higher supply of pizzas, the lower the marginal benefit (in cans of cola for pizza). If there is a small amount of something, you are willing to pay a very high price for it.
· This is called the principle of decreasing marginal benefit
· Allocative efficiency is when the marginal cost = marginal benefit
Economic Growth
· The expansion of production possibilities is called economic growth
· Economic growth comes from technological change and capital accumulation
· Technological change is the development of new goods and better methods of production
· Capital accumulation is the growth of capital resources, including human capital.
· To grow into the future, one must cut short term growth to allow for the allocation of resources into long term growth solutions (cut pizza production to allow for more pizza ovens, which in turn eventually increases pizza production)
Gains from trade ** look over this
· A person has a comparative advantage if he can perform an activity at a lower opportunity cost than anyone else.
· A person has an absolute advantage if he can perform an activity more productively than others
· Ab Ad involves comparing productivities whereas comp ad involves comparing opportunity costs
Economic Coordination
· Decentralized coordination works best, but to do so it needs four complimentary social institutions
· Firms
· A firm is an economic unit that hires factors of production and organizes those factors to produce and sell goods and services
· Markets
· Any arrangement that enables buyers and sellers to get information and to do business with each other
· Markets aren’t a place, they’re a network
· Markets facilitate trade
· Property Rights
· The social arrangements that govern the ownership, use and disposal of anything that people value are called property rights
· Real property includes land and buildings
· Financial property includes stocks, bonds and money in the bank
· Intellectual property includes books and music (intangibles)
· Money
· Any commodity or token that is generally accepted as a means of payment

Chapter 3

	
· Competetive markets are those that have many buyers and sellers
· Relative price is the same as opportunity cost
· If you demand something, then you
· Want it
· Can afford it
· Plan to buy it
· Scarcity guarantees that many of our wants wont be satisfied
· Demand reflects a decision about which wants to satisfy
· The quanitity demanded of a good or service is the amount that consumers plan to buy during a given time period at a particular price
· LAW OF DEMAND
· The higher the price of the good, the lower the quantity demanded, the lower the price of the good, the higher the quantity demanded
· Substitution effect
· If the price of a good rises, the incentive to economize on its use and switch to a substitute product becomes stronger
· Income effect
· When a price rises, it rises relative to income
· Six main factors that bring change in demand
· Price of related goods
· A substitute is a good that can be replaced for another good. If a substitute increases in price, the demand for X increases
· A complement is a good that is used in conjunction with another good. If a complement increases in price, then the demand for X decreases
· Population
· Increase in population increases a demand for all goods and services
· Preferences
· Preferences determine the value that people place on each good and service
· Depends on things such as weather and fashion
· Income
· As income increases, for the most part, demand increases. This is the case for normal goods
· For inferior goods, as income increases, demand decreases. This is the case for services such as long distance bus trips.
·  Future income
· ^ in expected future income is ^ demand
· Future Prices
· ^ in expected future prices elicits an increase in demand. People stockpile the item, hoping that it will increase in value and they can get a greater return for the item than they bought it for.
· A shift in the demand curve shows the change in demand. Movement along the demand curve shows change in quantity demanded
Supply
· If a firm supplies a good or service, the firm
· Has the resources and technology to produce it
· Can profit from producing it and
· Plans to sell it
· Law of supply states that as the price of a good increases, the quantity supplied of that good will also increase, because suppliers will cant to capitalize off of the increase in price and make a profit
· Minimum supply price is the lowest price that a supplier is willing to sell an item.
· CHANGE IN SUPPLY
· Prices of factors of production
· Prices of related goods produced
· Expected future prices
· Number of suppliers
· Technology
· State of nature
Market Equibillibrium 
· Equillibriium price is the price at which demand = supply
· Equlibrium quantity is the quantity at which demand = supply
· Shortages force the price up
· Surpluses force the price down

Chapter 4
Price of elasticity of demand
· The responsiveness of a change in quantity demanded when there is a change in price
· Calculated as: (percent change in quantity demanded)/(percent change in price)
· Or ((change in demand/average demand)x100 / (change in price/average price)x100)
· Elasticity is a units free measure
· Perfectly inelastic looks like a vertical line. The quantity demanded does not change with regards to a change in price. An example of this is insulin, or gas.
· Unit elastic is when the percent of change in demand = the percent of change in price
· When elasticity is between 0 and 1 the good is said to have inelastic demand
· A horizontal line is perfectly elastic demand. 
· If a good has an elasticity of greater than 1, then it is said to have elastic demand
· Automobiles and furniture are good examples of this
· On a linear demand curve, below the midpoint the good has inelastic demand, above the midpoint the good has elastic demand
· The total revenue from a sale equals the price of the good sold times the number of goods sold
· When the price of the good changes, so does the revenue, but a cut in the price of a good does not always mean a decrease in revenue
· If the demand is elastic, a 1% cut in the price will increase the quantity sold by more than 1% and revenue will increase
· If the demand is inelastic, a 1% cut in the price will increase the quantity sold by less than 1% and revenue will decrease
· If the demand is unit elastic, revenue will not change
· Factors that affect the elasticity of demand
· Substitute closeness
· The more close substitutes a good has (dell and hp), the more elastic the demand for that good is
· Necessities have few substitutes and luxuries have many substitutes. Necessitites are inelastic and luxuries are elastic
· Habit
· If the purchase of a good is habitual, then the demand for that good is inelastic
· Income proportion
· If the good consists of a large portion of your income, the demand for that good is elastic. Conversely, if a good constitutes a small portion of your income, the demand for that good is inelastic
· Time elapsed since the price change
· As time elapses after a product undergoes a price change, elasticity demand increases. This is because people generally change buying habits over a longer period of time.
· Cross elasticity of demand is used to observe the responsiveness to a change in demand of a good when a substitute or complement undergoes a price change
· Cross elasticity of demand = (percent change in good demanded)/(percent change in price of complement or substitute).
· Cross elasticity of demand is positive for substitute and negative for complement
· When price of burger rises, demand for subtitute increases, that is why substitute is positive. The converse is true for complements
· INCOME ELASTICITY OF DEMAND
· An increase in income elicits an overall increase in demand for most goods and services. The income elasticity of demand is calculated as 
· (percent change in quantity demanded)/(percent change in income)
· it can be either
· greater than 1, normal good and income elastic
· less than 1 but greater than 0, normal good, income inelastic
· negative, inferior good
· when the demand for a good is income elastic, the percentage of income spent on that good increases as income increases
· if the income elasticity of demand is positive but less than one, it is income inelastic. You spend less of your income on the good as income increases
· inferior goods are in the negatives, 

Time frame for the supply decision
· Momentary supply
· The immediate response to quantity supplied when there is a price change is determined by the momentary supply of that good.
· Fruits and vegetables have perfectly inelastic momentary supply, because production decisions are made months before any price change comes into play
· Long distance phone calls are perfectly elastic
· Short-run supply
· The response to a change in price of quantity supplied when some of the possible adjustments to production can be made is determined by the products’ short-run supply
· Most products generally have inelastic short run supply
· Companies can lay off workers and reduce hours to lower output as a means of lowering supply
· Companies can make their workers work overtime and maybe hire more workers to increase output as a means of increasing supply
· Long run supply
· [bookmark: _GoBack]The response of the quantity supplied to a price change after all the technologically possible ways of adjusting the price have been exploited is determined by a goods’ long run supply
· For most goods and services, long run supply is elastic and perhaps perfectly elastic
· 
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